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‘Financial Experience
| of Manufacturing Corporations
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'THdE ma.djusdtment in ?]?unumie a.cti'v]:i't.ﬁl duringrthwﬁﬁ-&-l
" period centered in mannfageturing, which experienced o re-
. duetion m orders for durable g-uunﬁg for final use nnd likewise

was the asgment in which production and ineome were most
. offecled by the reduction in business inventories. From
_.eazly 1953 to mid-1954, manufacturers’ production and sales
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were raduced sgbout ona-tenth nnd before-tux profits about
one-fifth. After-tax profits were sustsined by the Federal
tax reductions effective in 1954, )

It is timely to review the recent financial axperience of
manufacturing concerns ogainst the background of the
poatwsar pariod az o whola. Table 1 presents annual esti-
mnates of uses and sources of capital funds for manufacturing
corporalions from 1946 through 1953, and first balf-yonr
dota for 1053 and 1954, The estimates for periods sw
quent to 1951 ave based on less complate date than for
earlior years, but for the perivd ae & whole, table 1 E:mauts
an adequate nnd fairly clear pictura of overall trends,

Mti;lnufaﬂmmrﬂ have been ili! lt;he fﬂmfri'_iunt of thﬁ exlensire
capital ex ion programs of business firms in the postwar
period. lEn the B)frmm from the end of 18945 through mid-
1954, manuipcturing corporntions used 5115 billion of capital
funds in expanding, modernizing, snd replacing produciion
facilities, and in adding to their inventories ond other working
cepital to meot the needs of growing marketa for products
and for compstitive efficioncy. Thiz expenditure, far in
excess of previous experionce, comprided mugiﬂ:,r Linli
of the uess of new capitsl funds by »ll nenfinencial corpora-

tLoxis.

Two-thirds of the manufacturing total was spent for plant
and equipment. Nearly one-fourth represented new ip-
venlory requirsments, while extonsion of customer credit
lines accounted for one-ienth of tha totnl.

The change in net ¢ogh position waa relatively modest in
tho postwar period, amounting to on increass of $2 billion
or less than fe]p;ercentr of the tota]l posiwar disposition of
funds. This tively smoll increase in “cash’ nesets (cash
ot hand, bank deposits and U. 5. Govarnment sscuritiss)
wos in the main b reflection of tha unusually Jiquid statue
of manufacturers pttained during the war perrd.

In meeting this pastwar demand for eapital, manofacturera
relied principally on internally generated funds—retained
earnings and depreciation allowances. As may be ssen from
the firat chaort, these sources slona wers equivalent to total
plant and ectluipment. cutloya of these companies. Of the
$78 billion of internnl funds reised, profits yetamed in busi-
ness accounted for the major shore, approximately 348
billion. Ireprecintion charges were likewise a large source
and have incrensed steadily over the yeers.

Mahofneturers traditionally have not basn heavy ussrs of
long-term debt. Such indebtedness was incrensed Ly obout
$15 billion, or one-sighth of total requirements for funds, in
the 8%-year pariod. Vhile thia postwar debt incrense was
somewhat more rapid than in fermer periods of expnosion,
the ralative share of long-term debt in the aver-all eapital
gtructure of manufgeturing corporntions is not high ot the
present time, whils intevest charges eurrently are a much
smaller relativa share of funds available for aservicing the
debt thon in the prewssr period. . .

Only & minor portion gcﬁoatww enpitnl requiremenis wasg
cavered by sale of new s . Losa than %4 billion, or about
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& percont of total funds utilized by monulactwing corpora-
tions came from stack issues.

_ Shori~term Gnancing through increnses in curvent labili-
ties acoounted for the remaining $18 Lillion of capitel neads
in tha postwor period. Of thiz total, about $5 billion teok

Table 1.—Sources nml Uses of Funda of Maoulecturing
Cacpocntions, 1M46~54
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the form of bank leans, while borcowing from suppliers ec-
counied for most of the remninder.

Table 2 gives rough perapective to various aspects of the
postw ax expansion programs of manuineturing corporsiicne.
The firet colomn presents hoole valuss of selested balanes
sheet items as of the end of 1945, The second column
presents the proportiona $hat these book values were of the
comperabla values for all nonfinancial eorporstions. Thus,
gross fixed asseie of manufactning corporaticna at the end
of 1945 amounted to $53 billion, or just under two-fiftha of
the book value of gross fixed asseis of all ponfinaneind eor-
porations. As may be seen, the majority of the items rangs
around tha 50 percant ratio, the mojor exceptions being in
the ense of inventories, whare manufacturers necoun for
two-ihirds of the total, and st the othier extreme, long-term
debt which wes onesixth of the total.

The relatively Ligh inventory proportion for manufactur-
ing corporalions reflects in port the low volume of inventories
normnlly held in important nonmanufacturing industries
such ns railroads and public utilities, and in part the fact
that m dastributive channels, where inventories are important,
a relatively large share of heidings are in nonccrporats
CONCOING.

The third and fourth cplumns of the table present the
eomulntive anounts of manufacturers’ postwar uses snd
sources of funds thoough 1953 and the proportions that these
are of totnl uses ond sources for nll nown cipd corporations.
Some rough notion of the reletive axpansion aress ma
mained from a comporison of columns 1 and 3. us
manuinsturers spent on plant and eguipment roughly 1%
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Deceinlier 1954

times the smount shewn for the book valus of gross fixed
asgots at the start of the period. The rise in the vaiue of

r
v

inventories was likewise quita atriking in the perspechive of

1945 bools values. At the other extreme wes the relatively

amoll nesd to add to cash items, which, as indicatod earlier, .

were wceptionslly high at the end of the war.

The riee in long-term <ebt of monufecturers iz apparent
from columns 2 snd 4, where it is indicated that manufac-
turers nccounted for roughly one-third of the postwar

incrense while starting the period with one-sixth of such

tebt then ontstanding,
Sensitivity of menufacturing

4

Grenerally epeaking, mannfacturing ie more sengitive thnn ~

ather business {o changes in ovorsll demand. This was

trpically frue in prewar cyclical developments, and with :
modifications, the tondency reappasred in she later postwar”™

aNLE.
as an importsnt fraction of e total capacity en

the terning out of eapital equipment, the demeand for which is

agnsitive to changes in penernl business sactivity. Changes

in inventory demaad have alse been sapecially significont in

the modersta eyales in monufacturing sctivity whioh seeurved

in the posiwar period, n

The cyelical vm'i,niailit.v of demand for capiinl funds in

This reflects two primnry fnctous, 'J‘L'[av.l:lufﬂ.l:t.urijglg;wi
in

N

amely those of 194650 and 1952-54. +

manufacturing is_clearly outlined in the aonnal dats of -+

sourcea and uses showa in tnable 1 snd the chart on pepe 13.

Plant and equipmont expenditures rose steadily during the ~

1946—48 period, bak in the downturn of 1949 manufacturers
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reduced their fived capital outlays from the 188 volume,
Nonmenufacturars’ fived investmsnt retes wore listle changod
in 1949, The 1949 reduction in manofacturers’ current
assets was sharper, with the shift in inventory trends par- -
ticularly striking. Manufacturers had edded steadily to
the value of thew stocks through 1948, though. thoe rate of .

Ocroass

moderntad over the peried. In 1940, the book
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valuo of inventgries was reduced to the oxtent of $24 billion,
roughly equivelent te the increase which had ocewrad the
prscm:'_lmﬁ FOAT.

Ag jz ciear from the chart, the reduced finencing resul ling
Iremn these 1949 developments was assccisted with » redue-
tion of reteined earnings end & liquidation of shovt-term
indebtedness in that period. . ]

With the sutbreal of Korean hostilities, demand for oapital
funds quickly expanded, primarily dus ta a vapid increasa in
inventories and customer receivebles. Combined, these ross
by $11 billion in 1855, snd the expansion was almost matched
in 1951. The military programs required substaniial plant

* and equipment investment, and the peneral rise in business

activity was accompanicd by widespread capacity expansion.
By 1851 mnnufml;uri:]g plank an equiﬁiment. outlays had
risen to $10X billion, elmost 50 percent higher thon the low
reachad in 1040, )

These new and enlarged demands for funds were filled in

art from higher retaned entnings, but in even greater

a0 from expanded short-term indebledness.

Bﬁ was in this 1951-52 perviod thal monufacturers made
their most extensive itse of extornal sources of long-term
finaneing (table 1}. Such financing in this 2-year periodd of
rapil eopitad expansion invelved the raisiog of $3 billion, or
almost one-half of the fotal amount in the whole pestwnr
perind.  Additions to long-term debt totaled $7 ballion in
this period.

It is of interest to nobe {hotb manufacturers’ rocouree to
exterual long-term muorkets far funds haz tended to fall off
sharpty once capital expansion programe were fnidy well
under way. For example, the early postwor peak was
reached in 1947 when $2.7 billion was yuised, but by 1950,
the manufacturing group ns o whole issued & negligible
volura of debt and equity securities. The same tendency
if being repeated in the corrent period in somewhat modified
degree.

Recent trends

Fixed eapital programs of monuincturers stabilized in
1953, with a minor peak in expenditures reached in the
first quarter of the year. A slight downward dnft then set
in and thia bes been extonded through the current period.
Thus, the 183254 downtumn in general Lusiness notivity
wos accompsnisd by only n moderste reduction in manu-
focturers’ outlnys on plont and equipment.

As indicated in & review of overall plant and equipment

trends prezanted carlier in thiz issue, mapufacturers sstimato
thair fized outlays in the corrent quorter at n sessonally
adjusted rate of about $11 hillicn, 10 percent below the high
reached lnst year. In the 1848-a0 perad, theac axpenditures
dro I1:;«1:1 from an endy 1948 high of 39% billion to o low of
6% billion reached in the first quartar of 1950,
. The mejor change in capitol demond by monuiscturers
in the most recent pevicd involved o reversal of inventory
trends. The Korean-period buildup of inventories tapered
shargly nfler 1951, and in the following 2 yenrs, net annual
aipansions wers in the 51 to $2 billion range. Liquidation
of manufacturers” inventories began in laie 1958 ond con-
tinued through the first three querters of this yecr. Tor
tho fiost 10 months of 19564, the veduetion in inventories
held by mannfacturing corporations amounted ta $3 billion
on & sstsonally adjusted basia.

Other gurrent assets of monufecturers were also greatly
redueed from 1953 to 1054,  This wie mainly & veflection of
the rather shp reduction in cash respurces which occurred
1954, Im part Lthis decline in liquid assets in
the firat hali of 1954 was related to the combination of a
drop in corporate profite befors taxes and the heavy sonsonal
impoct of Federal tnx poyments.
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In the first half of 1953 profita were still rising, and with
tox rates relatively unchanged, the cxeess of tax paymenis
over aeeruals emounted to $1.3 i.nillion, n sum not perticularly
farge when related to the legal requirement that corporations
movo towards & pay-as-you-earn tax schedule.

Tuble 2=—Lorporate Manufactoring Investment ond Tia Finaoging
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It the comparable perind in 1052, taxable sarpings were
lower, tax yates hud been reduced by elimination of Lthe excess
profite tax, and o further acceleration of tax payments was
required by law.  The simulianeous impnet of these forces
resilted in & large excess—$4% billion for mencisctuiing
corporations—of Federal tax payments over aceruals.  This
exeegs, nlthouph in enns.idm%la degree nlready taken into
account in corporation fiscal plonning, nevertheless resulted
in & substantinl drain on cesh vesourees, It is expected that
in the latter part of tha yenr, covporations will agein add to
their liquid nesets. It appears, however, that the improve-
niant in liquidity in 1854 will not parallel that of 1949, when
the decrensed copiinl demands were aceomponied by o
marked improvement in overall iquidity.

Current financial condition

1L may be hobed that the total voleme of long-tevm capital
funds proilable to meoufecburing corporgiions in the first
half of 1954 was larger by nbout one billion dollars then
sxpenditures on fxecl ecapital. The svailability of thesa
funds, supplemented the reduction of evrrent asseia to maloe
possible » liquidation of $6 billien of shovt-term debt,
principally Federn! tax liabilitiez and bank loans. Thus ns
in all enrlier postwar years, the net working capital position
of manuvincturers wos further improved in 1954, and the
exeezs of current nszets over ligbilitice ab mid-1954 wag at the
highest point for the postwar peviod. ] )
ther indexes of liguidity and of generel financial condi-
tion, whilte not g0 high £8 in some Baﬁier PUBLWAL YO4LE,
point up the relatively fovorable finnncial condition of
manufaciuring sorporatians.
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Doazpite the tax drain on liquid resources in early 1954, the
rokio of cneh and U. 8. Government sagurities to total ¢urrent
Siabilitise was slightly higher at mid-1054 thon a year endier,
nnd about squal to'the eatic m mid-1952. ..

‘Table 3 presenta several vther indexes of finencial condition
of moanufecturing corporations over an axtended time period.
The firet column, which relotos liquid assets {0 sales, is
commonly used as a wmeosure of Lhe adequacy of liguid
resourcea i the light of the going volume of business.

Tablt 3 ~Salectel Financial Ratipe fur Manufoeluving

Corporations
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may be sten, 1054 “cash™ holdings are &t a low point relative
to enles for the postwar paricd. The volume of liquid
reapurces cmrenily held represenis, however, a somewhat
larger proportion of snles than in the lata twenties.

Profits rate of in 1954

In view of the relatively high dependence of manufactarers
on internal financing, the trend of their profte is of special
mnportancs in anolysis of capital Anancing. Profite befors
taxes were off from 19563 to 1854 both absolutely and relative
to zales, with the decline in the dollar totel approzimaiing
ona-fifth and the ratio in esales folling from @ percent in the

fivst haolf of 1953 to 7X percent in the first of this year.
The befora-tax profite-saics ratio ie currently at a tow for the
pastwar period, but somewhat larger than Lﬁo rate prevailing
in 1929,

Because of the sivable cud in Federnl taxes, stemming
largaly {rom the climination of the excess profits tax, aftar-tex
profita of manufacturers in the early part of 1954 wore at an
annuel rete slightly higher than in fu)] year 1953. The
voilume of nmﬁy fungds vaed in manufoecturing was also highae
in 1954 so thab the Tate of carnings to Ewniholdm' equity
wag not much changed from o year ago.

The uao n this measure of book volue net worth derived
fvom asset totals which value fixad assets at historical coats
Lends to overstets current profitabality relative to that of
more digtant periods in the prat beenuse of the substantind
ingresse in the rgcueml rice level which has ¢nken flu.m and
which is not [ully reflected in the net worth, If Pmﬁta
after taxes are 1elaced, for exaraple, to manufucturers’ snles,
vhe ratio, while up from 1055 to 1854, is below that of the lata
twanties (tabls 3). As is clear from o comparisan of the
gocond snct third columns of this table the muejor factor in
this lower relationship is the much higher relativo level of
taxea oUrrently.

Iigpembliey 10054

The fifth column of table 3 presents a summury view of

.irende in the coapital structure of manufacturing concerns.
The more permancat forme of invested capital include capital

atoek, lue snd wndistributed profits topether with long-
termn Indebiedness. From the late twenties through 1945
there wus a litile nst change in the composition of this
invested capital. During the depression years, both deht
and equity capital wers vaduced, the latter meora sharply
whils in the suhsaquent period, eoch type of capital expendad
but; debt did not keep pace with tha rige in equitice.

Since the end_of the war, as pointed out above, long-term
debt expansion bee been more pronounced than the equity
increase nlt.huu&l; this debt nt prasent coobinnes to occupy ¥
& lesser role in the capital atructure of monufacturiog thon in

industry gonerally.

Manufaciuring Corporations
Profit Rates and Liquidity
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A mensure of the debt burden on manufacturers is indieated
Ly the final colomn of table 3, While interest paymenta b
manufacturers rose steadily throughout the postwar period,
proaotically all of the prewar debt outstanding Ea,a by now beeht
retired or refundad into issues bearing tha lowar conpon rates
which have prevailed for debi financing in recant decodes.
Thus, the affective interest zois being paid abt the present
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time is substantially below thob of earlier prosparous periode
and this foctor has in large degros offset the expansion in
the volume of indebtedness. Morsover, the smount of
Tunde available for payment of interest s currently far above
that of earlier timeg, o that tha relative shore of these funds
mesently claimsd by intorest charges is low in historical
perapsotive,

F, irmﬁcing costs down in 1954

. The moat recent period Las ssen a continuation of the reln-
tively low cost of debt finexncing which has prevailed in the
poetwar peried. Ai the enme time there haa boen & striking
improvament i terms of equity finaneing. _As mey be geen
fromm the chart cmrent esrnings-price and dividend-piice
rutios for industrie]l soncerns are at the low point for the
postwne partod. This reflects primarily the reﬂant*shug
advance of stock Eﬂrices while sfter-tax earnings and dividen
have improved slighily. Tt is clear {rom the chert that for
most of the postwar period the terms of fnancing have
strongly favored the issunnce of debt raéher than equity
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Differential industry experience

It is oot Fuaaih[a at the present timme to prosent deteiled
catimaias of sources and uses of funds for manufneiuri
roupa. However, some partial dats covering prinsip
itame of capital nmez and their financing help to shed
light on major diferences nmong manufscturing industries.
Table 4 indicates the emournt of misnal {unda aveilable
hg' industry for the period 19446 t.hmu%h 1953, and the ratio
of thess funds to new investiment in physical assets.

Tole 4 —Relatlon of Inkecnol Souroes of Funds, New Investment
in Phynaical Asscts by Manuincturing Induatry, 19465
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While the plant and cquipment cutlays of all but tweo
fwupa—nha;munls snd petreleum-—ware covered by internal
unds, practically all groups required odditional finsncing to
take care of fixed capital and inventory requirements com-
hined, and for all menufacturing corperations, tha pep
smounted to about one-fourth, ':fdup wos flied for the
moet; part by incressing both long- short-terin debt.

The chemicala and petrolemm gmugu were large postwar
naers of term debt, accoun or one-fourth of the
total expansion in manufocburing. & petrolenm induatry
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normally makes rather heavy use of debt in long-term
finanacing, but it may be noted itz poatwer debt ineresas was
somewhat Jess than the prewar expericnce,

Industry profit ratios

Virtuaily all major menufacturing industries axperienced
declines in profi6 volume ond profit-snles ratios from 1853
to 1854 on & before-tax bnsis. The sherpest roductions in
befere-tax t-salos ratios in this period occurred in the
textile ond furpiture cFroupa. These Iatter industries to-
gether with Jumber sad apparcl manufscturers ave currently
&t or near the poatwar lows in terms of profits beforo taxes.

Enrnings efter taxes in 1954 were well maintained for most
of the major manufaeturing groups, with the transportation
aquipmont, food, and tobaceo groups showing some improve-
ment in grﬂﬁta between the secon uarter of 1853 mnd the
comparable period of 1854, The detline in after-tax profits
was Bharpest in the textile group, which in mid-1854 was
cxperiencing its lowest retwyn on capital of ihe Lwar
pertod. The np}i:om'nl and furniture induetries were liltewise
close to postwar lows in the second guartor of this year.

The recent profit experience of manuisct aad all
corporations is placed in long-term perspactive m table 6
which relates profita and 1axes to L(otal nationol income
erising i these soctora of the eoonomy,

Tahle 8. —Profits Share of Inconac Originating in Corparate
Bualucas, Selected Yenve, 1939-534

(Tareeat)
Prodtg | Trodia , Profts | Inrentory
share’ | B0 | | it |adiacinen:
All catporals business:
029 arg|20s| selvee| Lo
O )AL&| GT|ALT - b
2%.3 2.7 135 [ 142 —d4, 4
$HG | ML) 148} 11 & - 8
26| 228|127 10.2 1]
- e B e 1 —. B
204G | 2 g) 105 | 10.1 0
oT| 2482 1} 211 L&
26.21 20, 8 Balil4 -
WY | T 1VE| R4 -5 0
20,5 | 10178 | 124 - &
253 24. 8| 138 | 10D.7 . B
241 12G) 06 -7
22al224allr1l) 2L 3 ]

1. Flrst haN, ensaly ndjosted, ot wioaml mio,
Booroe: U8, Doporimeat of Commeren, Odlrs of Buginess Ecomomie,

The relative volatility of profiis before taxes as well ss
the cushioning effect of tox reductions in the 1863-54 period
ore readily apparent. While profiis before taxes for all cor-
porations are currentdy about g2 high a proportion of the
totsl income fow from eoporations as in 1928 and 1040, the
shore that manufacturers’ profits in of total corporats in-
come origineting in monufacturing is down somewhat over
thess periods. Un an after-tex besis the redvetions from
prewar in tha income shares repregsenied by profita sre much
more pronounced both in the menufacturing component and
in the corporaie seclor as o whola,

Industrial Liguidity

Virtually all manufaeturing groups sterted their postwar
capital jong with sn excess af liquid resources and the
drawing down of theas nssata eerved temporarily 2z an im-

(Conéinted on page 28)



